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In the past years, overseas researchers have been
involved in examining the strategies that have allowed
Hong Kong to develop into the trade center of the Far
East. Since the settlement of the Sino-British agreement
on the future of Hong Kong after 1997, there has been
rapid growth in the number of new companies registered
every year. These new companies involve small local
entrepreneurs as well as subsidiaries of international
companies. Foreign businessmen are particularly positive
about the future of Hong Kong.
There are many factors which have contributed to the
success of Hong Kong. Some of these are listed below:
Low taxation
Minimum government intervention
Centralized location in the Far East
Gateway to China Trade
No military burden
Low labor cost




Each of these factors could lead to a very
interesting research topic. In this dissertation, I will
examine the relationship between banks and commercial
companies. Research was by means of interviews and
reading.
Chapter 2 of this dissertation discusses the
methodology of this research. Ten interviews were
conducted from a selectively chosen group of executives
which have representation from local companies,
international.subsidiaries, large and small local and
foreign banks. Questionnaires for interviewing were
carefully designed, having referred to textbook materials
on Business Research Methods.
Chapter 3 discusses the various business
transactions between the banks and their corporate
clients. Such transactions are actually the products and
services provided by the banks to support the business
operations of these companies. The services'are:
Working Capital Loans (OD Facilities)







Chapter 4 discusses how companies select bankers.
Local and international companies may have different
criteria in selecting their bankers, particularly when
considering the overseas network of a bank. I shall look
into the issue of how different they are. Other
considerations may be the flexibility of OD limits and L/C
facilities and the attractiveness of foreign exchange
rates. A company may also choose a bank as a result of a
personal connection, location convenience, reference from
an external lawyer or accountant, an approach from a bank
salesman, or through the media.
Chapter 5 discusses how the banks obtain and retain
clients, in particular whether a bank chooses a particular
market segment. Does a bank stick to a segment in
selecting clients and if so how is market segmentation
done? How important is the background or credibility of a
client to the banks and how do the banks gain access to
this information? Do the banks discriminate in offering
terms and facilities to their clients? Under what
circumstances can the clients obtain improved terms on
such facilities? Do banks compete to take over clients
from other banks?
4
Chapter 6 looks into the relationships between a
bank and its client. How close are these relationships?
Are there differences between local and international
companies? Is it common for a company to change bankers
or a bank to terminate business with clients? Do
companies like to negotiate better facilities with their
banks using offers from other banks? Finally, what are
the general conflicts between banks and their clients and




Two different approaches were considered in
performing this research project.
1. The mass mailing of simple questionnaires
2. Detailed interviews with selected candidates
Approach (2) was chosen simply because it is
believed that richer information could be collected
through detailed. interviews. Also, the accuracy of
information collected in this approach was expected to be
better than that obtained from the mass mailing of simple
questionnaires. In order to be well-prepared for the
interviews, sufficient background information and subject
knowledge were needed.
Questionnaires were carefully designed for both
bankers and their clients. All questions are open-ended
in order to collect more in-depth information. Samples of
the questionnaires are given in the appendix.
Ten interviews were selected from people of
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different backgrounds to widen the scope of the research.
They were:
Three subsidiaries of international companies
- computer hardware
- computer software
- garment manufacturing and buying office
Three local entrepreneurs
computer consultant
- top fashion manufacturing and exporting
- electronic manufacturing and exporting
A large and a small international bank
A large and a small local bank
Rich information was obtained through these ten
interviews. It was not limited to the understanding of
their own business, but extended to the understanding of
their competitors' businesses. The interviewees, when
explaining their business, liked to compare themselves




BUSINESS TRANSACTIONS BETWEEN BANKS AND CLIENTS
Large banks like the Hong Kong and Shanghai Banking
Corporation offer a complete range of corporate banking
services. However, some of the services are only needed
by very large corporations. Such services include
Provident Fund Management, Long Term Loan and. Corporate
Investment Advice.
The most common services needed by general
commercial companies are discussed hereafter.
Operational Accounts
All the companies we interviewed maintain three
deposit accounts, namely HK$ Savings, HK$ Current and US$
Savings.
Obviously, the HK$ Current Account is the one with
the heaviest transaction volume. Most of the regular pay-
in and pay-out transactions are credited or debited to
this account. Banks issue cheque books to their clients
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for pay-out transactions. Normally, a cheque must be
signed by two authorized persons, usually the company
directors.
The HK$ Savings Account is maintained only f.or
keeping excessive cash from the HK$ Current Account for
gaining interest, even though it is not substantial these
days.
The US$ Savings Account is maintained for
international trading, where most overseas trading is done
in US$. Pay-in transactions in US$ are credited to this
account directly and pay-out transactions are debited to
this account through remittances. Management is not
concerned about whether to keep their excessive cash in
the HK$ Savings or the US$ Savings Account since there are
little interest rate differentials, while the exchange
rate is positioned at 7.80.
None of the companies we interviewed maintained
deposit accounts of other currencies for business. needs.




All companies we interviewed pay monthly salaries to
their employees through autopay. A company normally
issues a standard instruction to its banker, specifying
the monthly salary of each employee and the individual
bank account number. Most companies require their
employees to open accounts at the company's banker. On
pay day, the bank would execute such standard instructions
to credit each employee's account with their salary and
debit the total amount to the company account. A service
charge might be debited to the company, at around HK$50.
For other irregular compensation like commissions,
transportation and entertainment expenses and medical
claims, autopay will not be used because standard
instructions cannot be defined to the banker. Instead,
the companies will pay their employees by crossed cheques.
Overdraft
The overdraft (OD) is the most convenient way for
bankers to provide clients with working capital loan's.
Companies also enjoy this facility at minimum interest
with no obligation on interest commitments. With improved
cash flow, the overdraft can be repaid without any penalty
as is the case of a loan.
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There are two main types of OD facilities. The
first facility is the term loan or working capital loan,
which is actually a cash line. With the term loan
facility, the client may carry the overdraft for a longer
duration. For example, a manufacturer may demand an OD
line of HK$3,000,000 for three months. The second
facility is an operational overdraft, which is an OD
facility that must be repaid in one or two days. With
such a short recoverable period, this facility provide no
assistance in working capital but allow the companies to
overcome the mismatch between cash inflows and outflows.
The banks offer such OD facilities based on the
trust they have in their clients. Normally, it is
possible for an international company to obtain the
facility, since banks judge international companies by
evaluating their corporate financial, strength. Such a
facility can be further extended if the local offices are
doing well in their business.
Many local companies prepare financial statements
which show poor results in order to minimize taxation.
Whenever bankers evaluate their local clients by looking
into their tax returns, those companies can seldom obtain
OD facilities even though their business are actually
doing very well.
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Nevertheless, the OD facility is one of the key
services required by local companies. A company with
increasing business must expand and business expansion
requires additional working capital. Many growing
businesses encounter problems of cash flow. The
unfortunate situation is that the business continues-to be
profitable, but-the company is unable to convince their
bankers to increase the OD facilities, and the directors
finally need to mortgage their personal assets to obtain
the required credit. The unfortunate companies with no
assets to mortgage get into trouble. Thus many small
companies become bankrupt even though they are operating
profitably. Bankers are often blamed for not being
considerate in providing sufficient OD,facilities.
Foreign Exchange
The Foreign Exchange (FOREX) service is very
important to companies. engaged in international. trade. A
company that trades with an overseas country with a
currency other than HK$ or US$ must open another foreign
currency account for pay-in and pay-out transactions. The
company's financial controller must closely monitor the
FOREX rate and decide when to perform FOREX transactions
in order to minimize the company's loss through.FOREX rate
fluctuations.
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Banks provide FOREX Buy/Sell Forward facilities. A
company that needs to pay a certain amount of money in the
future with a foreign currency could book a Buy Forward
transaction to secure a comfortable FOREX.rate.
Similarly, a company that will receive a certain amount of
money in the future in a foreign currency could book a
Sell Forward transaction to secure another comfortable
FOREX rate.
Nevertheless, most small companies trade only inHKS
and US$ and do not require such FOREX service. They are
not planning to use this service, trusting that the US$
will continue to be linked with the HK$ at the current
rate of 7.80.
Credit Card
This service is more common in retail banking. Some
commercial companies use this facility to provide
convenience for their management and. sales staff to pay
entertainment expenses. This reduces significantly the
administrative work in reimbursing expense claims.
Nevertheless, in order to tighten expense control, most
companies do not allow their employees to use company
credit cards. Sales staff are required to submit regular
expense reports for management approval and auditing.
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When entertainment expenses are paid by the sales staff in
advance, they must submit their expense. reports promptly
for reimbursement. If company credit cards are being
used, there is no incentive for the sales staff to submit
on-time expense reports, resulting in the loss of
management control.
Credit Information
This service is particularly useful for a company
which is doing business with another company for the first
time. A supplier, during contract negotiations with a
prospective buyer, may obtain information on the credit
rati.ng of that buyer through his banker. The service
charge for a credit check is minimal, usually less than
HK$100. If in-depth credit information is required, the
supplier may obtain more information from a credit
checking company like Dun Bradstreet. The normal
service charge for such a credit check is around HK$1000.
Specific information is obtained like the backgrounds of
the buyer and the directors, the business nature, the
business turnover and profitability.
The small companies we interviewed in this study are
not using this service very much. Those local companies
do business through personal connections. The credit
check is unnecessary. International companies have very
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few new customers. Their business is done through
headquarters referral or through local marketing to well-
known corporations. Credit checks are rarely needed.
Leasing
This service is used by almost all companies. The
acquisition of equipment through leasing enables a company
to acquire the use of equipment as a current expenditure
instead of a capital investment. This is a far easier
business-justification. Leasing also reduces the cash
flow problem for most companies and thus allows for
business expansion.
A point worth mentioning is that- leasing is usually
done through a finance company specified by the suppliers
instead of the buyers' bankers. Even though a supplier
allows the buyer to choose a leasing company, the buyer
would choose the one with the best terms, or choose one
through personal connections, instead of his banker.'
According to those interviewed, a common management
view point became evident- whatever equipment that can be
acquired through leasing should be leased. Leasing
companies are more flexible with international companies.
Even the interior design and office furniture could be
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leased. Such leasing arrangements may not be offered to
small local companies which therefore causes them even
greater cash flow problems.
Investment Services
Investment banking has become popular these days,
even to retail banking customers. This service provides
advice to companies with excess cash on how to make
investments which will bring significant returns over the
amount of interest accrued from a fixed deposit, with
minimum risk.
However, small companies seldom use this service.
International companies generally maintain a minimum cash
amount sufficient for operating the business, and-keep
their excess cash at the corporate level for investment
purposes. Local companies would certainly make
investments through various channels but the investments
are made by the shareholders as personal investments.
These entrepreneurs usually trust their personal judgment
in making investments and do not seek banking advice.
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Remittances
Payments in international trading are usually made
through L/Cs. This will be discussed in detail in the
next section. For an international company making a cash
transfer between local subsidiary and headquarters, a
remittance by Telegraph Transfer (TT) is the most common
way.. A local company making a FOREX rate booking with its
banker pays a certain amount of money in a foreign
currency. The banker debits the client's HK$ account and
credit another account in a foreign country by means of
telex.
The remittance service is also commonly used by
China Trade companies in, collecting money. When doing
business with a senior government department in the PRC, a
L/C is unnecessary. Instead, open account invoicing on
US$ is used. The buyer in the PRC usually settles the US$
payment to the Bank of China in the PRC. After one week,
the Hong Kong Branch.of the Bank of China obtains the
money. It takes another one week for processing and the
money finally arrives at the banker of the China Trade
Company. Two weeks is a very long duration for remittance
but this is normal in China Trade.
Another commonly used remittance service is the
issuance of traveler's cheques. When a company sends an
employee for an overseas assignment, it would instruct its
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banker to supply foreign currency traveler's cheques to
that employee and debit the company's HK$ account.
Documentary Credits
Documentary credits are an arrangement by banks for
settling international commercial transactions. It is a
written undertaking by a bank (issuing bank) given to the
seller (beneficiary) at the request, and on the
instructions, of the buyer (applicant) to pay at sight or
at a determinable future date up to a stated sum of money,
within a prescribed time limit and against stipulated
documents.
These stipulated documents are likely to include
those required for commercial, regulatory, insurance, or
transport purposes, such as commercial invoice,
certificate of origin, insurance policy or certificate,
and a transport document of a type appropriate to the
mode(s) of transport used.
.Documentary credits offer both parties to a
transaction a degree of security, combined with a
possibility, for a creditworthy party, of securing
financial assistance more easily.
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Buyer
Because the documentary credit is a conditional
undertaking, payment is, of course, made on behalf of the
buyer against documents which may represent the goods and
give him the rights to them.
However, according to arrangements made between him
and the bank- and, in some cases, by reason of local laws
or regulations- he may have to make an advance deposit at
the time of requesting the issuance of the credit, or he
may have to make an advance deposit at the time of
requesting the issuance of the credit, or he may be
required to place the issuing bank in funds at the time
documents are presented to. the 'overseas banking
correspondent of the issuing bank.'
Seller
Because the documentary- credit is a bank
undertaking, the seller can look to the bank for payment
instead of relying upon the ability or willingness of the
buyer to pay.
However, because the undertaking is conditional, the
seller has the right to demand payment only if he meets
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all the requirements of the credit. It is, therefore,
unwise for the seller to proceed with shipment until he is
aware of these requirements and satisfied that he can meet
them.
Therefore, documentary credits ensure payment
provided that the terms and conditions of the credit have
been fulfilled. Payment by such means is based on
documents only, and not on the merchandise or services
involved. The buyer should, therefore, check on the




HOW COMPANIES SELECT BANKERS
Information in this chapter was obtained totally
from interviews. We categorize the information into six
main reasons that companies have for selecting bankers.
Corporate Policy
International subsidiaries naturally select the
subsidiaries of the banks they use at headquarters.
Actually, that's why European companies choos.e small
European bank like ABN and Banque Paribus. A company
whose headquarters banker has no subsidiary in Hong Kong
would select a local bank who is a correspondent bank of
its headquarters's banker. To obtain business from
international companies, local banks in Hong Kong have a
number of correspondent banks overseas. Selecting a
banker through headquarters's referral provides a
significant convenience in handling fund transfers between
headquarters and the subsidiaries using the remittance.
According to my research, many international
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companies obtain facilities, from local banks other than
the bankers assigned by headquarters, and this applies
especially to American companies. Though local
subsidiaries have no choice but deal with their corporate
bankers, they may look for second bank who will provide
better facilities. Whether an international company does
that depends on whether the financial controller is
aggressive. One financial controller may have no
incentive to save money for the company and does not
consider other banks. Another controller may try to save
money for the company to demonstrate his performance.
Since American companies are performance driven, the
financial controllers have an incentive to save money for
their companies. This never happens in Japanese
companies. Their corporate culture is so strict that they
must only deal with their corporate Japanese bank. None
of the credit managers we interviewed could penetrate into
the Japanese business sector.
Personal Connections
It is of typical Asian culture that a lot of
business is done through connections. In selecting
bankers, this is not always true. According to all of the
interviews with the credit managers, none of them do
business with their personal friends. The relationships
between bankers and clients are so sensitive that the
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credit managers do not want to create any possible
embarrassment with their friends due to any unforeseen
business conflict.' After the establishment of the ICAC,
bankers nowadays provide services merely based on bank
policy instead of on personal connections. Businessmen no
longer find it advantageous to deal with bankers who are
personal friends. Instead, they prefer to keep their
business confidential, away from their friends.
On the other hand, some companies might select
bankers by personal connections. This applies especially
to local banks. A lot of very senior members of the local.
banks also run other side businesses. In this aspect,
they select the banker who belongs to the same family
members or their very close relatives. In such cases, a
personal connection to select bankers occurs in a very
close family business relationship. Obviously, this could
.be unhealthy because corruption might occur. A 'number of
commercial crime-cases were discovered recently due to
close family relationships between bankers and their
clients.
Some other banks' relationships with clients are
personal connections among businessmen of the same origin.
For example, the Liu Chong Hing Bank is targeted to Chiu
Chow business, particularly in the Western District of
Hong Kong Island. Therefore, when a Chiu Chow businessman
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has chosen the Liu Chong Hing Bank, he would advise his
Chiu Chow business partners to also select the Liu Chong
Hing Bank for more convenience.
Nowadays, many local companies select the Hong Kong
Bank as their second banker even though the Hong Kong Bank
offers very strict terms. The reason is also personal
connections. Those companies usually have new business
transactions with other companies who are already using
the Hong Kong Bank. Therefore, the Hong Kong Bank is
actually gaining substantial business through personal
connections with minimum marketing effort.
Lawyers and accountants, when providing services for
new companies to start up, may suggest bankers for their
clients. The business ethics of the lawyers and
accountants do not allow them to recommend a particular
bank but they always suggest several bankers whom they
know to be appropriate for those new companies. It is
then up to the. new companies to select their own bankers
by comparing the facilities offered or by some other
means. Because of that, senior management of most banks
maintain very close relationship with legal and accounting
firms through various form of entertainment, hoping that
additional business would be referred.
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Comparisons of Terms
Local entrepreneurs having the absolute flexibility
of selecting bankers would obviously compare the
facilities different banks offer. A company may obtain
quite different facilities from different bankers, not
only the OD limit or the L/C facilities but even the
interest rate.
Every businessman likes to look for a banker who
provides generous facilities and requires minimum
collateral. International banks offer facilities
according to bank policy. Local banks are more
aggressive. They have a better understanding of the local
market and are willing. to spend more effort in studying
the clients' business potential to determine what
facilities to offer.
There is no such thing as which bank offer better
facilities than another. It depends on how the banker
assesses the business potential of the client, whether the
banker looks for short-term or long-term profitability and
whether the banker is interested in supporting a
particular industry.




The Hong Kong Association of Bankers (HKAB) Rule
governs a minimum price for every facility. For example,
the HKAB Rule requires that every bank must charge at
least 0.25% on the first US$50,000 of L/C facility.
However, the banks may set different percentages of
service charge for the facilities exceeding US$50,000,
which is not governed by the HKAB rule. This provides a
platform for the banks to compete with each other.
Therefore, the effective service charge could be quite
different, and it is to the client's benefit to compare
which bank offers the best price. Nevertheless, a lot of
finance companies nowadays are setting unreasonable prices
since they are not governed by the HKAB Rule.
Facility Type and Amount
Depending on what business a client is doing, he may
have a stronger demand for a certain facility over the
others. Amongst the more common facilities, are term
loan/working capital loan, trade finance, forex line and
operational overdraft. Different banks may offer
favorable terms on one particular facility.. So, the
clients select the bankers that provide the facility type
and amount which best meets their business needs.
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Facility Restrictions
A clean line is unlikely to be offered by banks
nowadays. A client would compare the facility
restrictions different banks offer and select the bank
offering the best.
Auxiliary Products
The clients could select the banks with the flexible
offer of auxiliary products that best meet the clients'
requirements. Some of the auxiliary products generally
being considered are Payroll Service, Remittance, Money
Market Information, Treasury Information and Electronic
Banking. Electronic Banking is getting very popular,
which provides significant convenience and possible cost
savings for both the clients and the banks.
A growing company in need of working capital will
compare the facilities of different banks and select the
one that makes the best offer. Therefore, a lot of
companies are having two to three bankers because they
selected their second or third bankers for better
facilities. When the hard time.is over, they still
maintain multiple bank accounts though they no longer need
to negotiate better facilities from one to another.
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Occasionally, a bank may offer more generous
facilities over their competitors for a short period of
time for marketing promotion. A recent example is the
Bank of Credit and Commerce.
Branch Network
This is also an advantage of the Hong Kong Bank.
Companies doing Asian-Pacific Business would certainly
choose a bank with branches in every overseas location
including the PRC. With no doubt, the Hong Kong Bank has
the strength.
An international trading company considers branch
network even more important. For example, a local garment
manufacturer when making a sale with an U. S. buyer may
obtain a L/C from Citibank (issuing bank). This garment
manufacturer would then apply for documentary credits from
its banker, for example, the Wing Lung Bank who is the
advising bank and probably also the negotiating bank..
However, there are many instances that it is specified in
a L/C-that Negotiation Restricted to Citibank. In such
cases, Wing Lung Bank need to pass the L/C to the local
branch of Citibank for L/C negotiation. In such case, the
garment manufacturer is delaying the L/C processing
because it involves three banks and-also pays multiple
service charges.
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The overhead is no.t so substantial for small
companies. A small company may not be able to obtain
documentary credits from Citibank and is forced to pay
such overhead. However, when the garment manufacturer is
growing bigger, the overhead becomes very substantial.
Obtaining documentary credits from Citibank instead of
Wing Lung Bank saves time for L/C processing and reduces
service charges to multiple banks.
Citibank has the advantage of branch network over
Wing Lung Bank for U. S. trading. Therefore, an
international trading company with business from many
countries may have facilities from every foreign bank of
those countries.
Another example showing the importance of branch
network is the Import/Export business. An I/E firm doing
importing from Sri Lanka and exporting to U.K. always
receives money from U.K. and pays money to Sri Lanka. if
the I/E firm is dealing with different import banker and
export banker, a cash flow problem may happen because the
money received from the export banker may not be able to
cover the OD at the import banker on time. Choosing a
bank like the Hong Kong Bank with branch network extended
to Sri Lanka and the U.K. solves this problem..
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The following example demonstrate the strength of a
bank with a wide branch network. A new electronics
manufacturer in Mongkok was introduced to a Hong Kong Bank
branch in Mongkok for facilities. The electronics
manufacturer complained that he was totally ignored in the
branch office. The credit managers in the Mongkok branch
showed no personal attention to the director. However,
the director was satisfied with the facilities and not
willing to change banker, therefore he switched the
account to the Hong Kong Bank branch at Yau Tong, a very
small branch. He obtained the best attention from the
credit managers in Yau Tong. If he was not using the Hong
Kong Bank with wider choice of branches, he would have
switched to another banker, for better services.
Location convenience of a bank provides the client
easy access to their bank for regular transaction
processing.
One interesting example known from the interviews is
that, a company chose OTB as the banker. purely for the
sake of convenience in frequent transaction processing.
The director told me that his employees seldom need to




Some companies selected large banks like the Hong
Kong Bank or Citibank as their second banker. It is well-
known that these large banks are strict in offering
facilities. The advantage is that they are experienced in
the Commercial Banking Business and thus provide efficient
services.
Stable companies who are not concerned with how good
the facilities their bankers offer would choose large
banks for company prestige. A company could show to its
customers that they. are doing business with a strong
company, able to-obtain facilities from a rigid large
.bank. Such prestige become more visible if that. company
is obtaining facilities from Citibank because it is known
that Citibank only accepts clients with a large turnover
while the Hong Kong Bank accepts large and small firms.
Approached by Banking Salesmen
Some banks are more aggressive in getting new
business by building up a sales team. To face
competition, the banks even hire the credit managers from
their competitors, aiming to take over the other's
clients. This is one way that bankers obtain clients.
This will be further discussed in the next chapter.
31
CHAPTER V
HOW BANKERS OBTAIN CLIENTS
In this chapter, I shall discuss how bankers market
their products, how the banks identify prospects, and how
they assess-the clients when deciding what facilities
package to offer, how different are the offers and how can
the facilities be improved.
Marketing of Banking Services
As discussed before a lot of business was obtained
from headquarters, referrals, both for local and
international banks. Headquarters referrals could be the
major business for small European banks. The major
clients of Banque Paribus for example are subsidiaries of
French companies. Similarly, ABN Bank and Belgium Bank
maintain their exclusive group of Dutch and Belgium
clients, in particular. As more and more international
companies are starting new subsidiaries in Hong Kong,'
local banks are trying to obtain their business by looking
for more correspondent banks from overseas. In fact, most
local banks have sold their shares to overseas banks,
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mostly Japanese, not only for obtaining additional capital
but also for making more correspondent businesses. For
example, the Liu Chong Hing Bank was sold to Mitsubishi
Bank, the Kwong On Bank to Fuji Bank and the Bank of
Canton to Security Pacific National Bank.
It is a common phenomenon that people in Hong Kong
change jobs very often, particularly in the banking
business. In fact, many banks offer a better compensation
package to hire the credit managers from their
competitors. The credit managers, with a good
understanding of their previous clients, approach them to
offer better facilities after joining their new companies.
The facilities offered may not be significantly better
than before, but would be more appropriate in addressing
the individual concerns of their clients in meeting their
requirements.
Not only, do credit managers change jobs. People
among the clients also change jobs. A professional credit
manager would keep himself updated about the people
movement within his clients. Suppose Mr. X is a key
person in the Finance Department of ABC company and has
changed jobs to work for DEF company. The credit manager
of ABC company would immediately identify DEF company as a
prospect to follow. With his good relation with Mr. X,
the chance of closing-the business with DEF company should
be higher than just making a cold call.
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Small European and local banks are relatively less
aggressive in marketing. They are satisfied with their
exclusive group of clients. The banks increase their
business as their clients' business expands and so require
more facilities. For example, the Shanghai Commercial
Bank, over 60% of their commercial banking businesses were
obtained from the textile or publishing companies owned by
Shanghai entrepreneurs. The commercial banking business
grows with the market growth of the textile and publishing
businesses.
Large banks like the Hong Kong Bank and Citibank are
very aggressive in marketing. The Hong Kong Bank has
built up its strong. sales team to penetrate the market.
The salesmen have their assigned geographical territory to
go after. They approach every single company in every
commercial building, making cold calls like selling
commodities. After making sales calls, they produce call
reports for management review, and assign potential
clients to individual credit managers to perform prospect
identification. Based on the call reports, the credit
managers assess these prospects and work for any possible
offer of facilities to close new business.
34
Prospect Identification
While the Hong Kong Bank assigns a geographical
territory to each salesman, Citibank assigns a selected
industry to each credit manager irrespective of
geographical location. This allow the credit manager to
concentrate on a certain field of industrial knowledge.
One group of credit managers may be working only with
garment manufacturers while another group works only with
buying offices. Since the credit managers are
concentrated in only one industry, they have a good
understanding of every major company within that industry.
Prospect identification effort is kept to a minimum.
For every commercial bank, there must be a set of
well-defined rules for prospect identification on every
industry. The set of rules include the minimum
requirement of the following:





Most of the above information could be found from
business research companies like Dun & Bradstreet, which
in fact, is being used by Citibank. To qualify for
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facilities, the banker would require a higher amount of
net worth for a manufacturer than for a buying office. On
the other hand, the banker would be more strict on the
reject rate of a buying office than a manufacturer.
Additional factors will be considered during
prospect identification to understand how stable is the
business of the prospect. Some of the questions being
asked are:
How concentrated are the buyers? Is the
manufacturer too dependent on one buyer?
How many suppliers are doing business with the
buying office? Is the buyer office too dependent on
one supplier?
Is the country where an exporter is concentrating
politically stable?
Credit Assessment
A new company, when applying for bank facilities, is
required to submit its business plan to the bank for
evaluation. An existing company is required to submit all
documents, including the Income Statement, Balance Sheet,
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Sales Forecast, and Cash Budget Statement. Also required
are the personal particulars of the management team,
information related to the business transaction flow, the
daily operation procedure, reliability of the supply of
raw material, and the company strength of the major
buyers. To estimate the possibility of the mismatch
between cash inflow and outflow, the selling terms and the
customer payment terms will also be examined.
The credit managers., will study the documents
received, and analyze the following:
Is the business viable?
How profitable has the business been and expected to
be?
What is the industry outlook?
How competent is the management team?
What securities is the client providing?
What is the estimated profit generated to the bank?-
Answers to the above questions will provide adequate
information for the credit committee- to estimate the
profitability, to perform risk assessment, to determine
the facilities package and the precaution measures.
Precaution measures are some alarms to the credit managers
when some of the following happen:
The client's business for a month suddenly drops.
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One major overseas buyer suddenly goes bankrupt.
The toy manufacturer's major market, the U.S.A.,
suddenly changes the toy importing policy.
An unusual mismatch between cash inflow and outflow
happens.
It is the credit manager's job to frequently- review
the client's business to decide whether to improve the
facilities already offered. Besides gaining more business
as well as assisting the clients to expand their business,
it also serves the purpose of* preventing the clients to
turn to another banker for better facilities. Some credit
managers even keep a close relationship with the clients,
to observe their after office behavior, to better judge
their management competence and professional integrity.
Local banks put more consideration on personal
judgment in determining what facilities to offer. In some
local banks, the senior credit officers could. influence
the credit managers in deciding what facilities to offer
while for international banks, the credit managers have




The banks must maintain continuous ongoing
relationships with their commercial clients. This is a
very important monitoring exercise to maintain the banking
business and prevent sizable loss. The credit managers
should know their clients well, even to the understanding
of their hobbies. Suppose the director of a company is
very keen on investments in the stock market. During the
week after the collapse of the stock market in October,
1988, the credit manager in charge must immediately review
the client's cash account, to check whether the director
would use the company cash to recover the loss. If the
client has issued a cheque of a very large amount, the
credit manager should find out the name of the payee. if
it is a cash cheque, that could be an alarm to the credit
manager that the cash account might have been misused.
It is an advantage of the large banks to have
sophisticated computer systems, providing updated
information to the credit managers about all relevant
account information.
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The credit manager should have good understanding of
the people movement of a client. Suppose the financial
controller of a company quits, the new replacement may
have a particular good relationship with the bank he used
to know of. Nowadays, a lot of company directors.are
emigrating abroad, the credit managers should quickly
identify the new replacement and understand his background
for building rapport.
The relationships between banks and small companies
are generally good. One credit manager who looks after
commercial companies needs to manage 20 to 30 clients.
Time does not allow them to make frequent contacts with
clients. According to our research, a credit manager
talks to a client on the phone an average rate of twice a
week, and visits each client once a quarter. Unlike the
relationship between merchant bankers and large
corporations, personal entertainment could be kept to a
minimum between bankers and their commercial clients.
The busiest time of the year is late December and
before and after Chinese New Year. During that time,
credit managers are invited by the clients to Christmas
parties, Chinese Year End dinners and Chinese New Year
Kick-off dinners. As mentioned before, there may be more
entertainment activities between bankers and local
companies. Without headquarters referral, the bankers
need to monitor their clients more closely. Also, it is
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the clients' pleasure to entertain their bankers as
courtesy for their services.
A lot of local companies are looking for second
bankers when businesses grow, even though their
relationships with their first bankers are good. The
selection of multiple bankers is mainly a business
decision. One bank may offer good facilities in one
service, another bank may offer better in others. Since
each bank may have a different point of view in assessing
the same client, one bank may offer a lower interest rate
in OD facilities and another bank may be more flexible in
L/C facilities. Credit managers always encounter the
situation where their clients try to negotiate better
services using counter offers from other banks. Usually,
a credit manager will not improve the facilities by just
looking at how the competitors offer. Instead, they would
put more effort to study why the other banks offer
differently. Is it because the other bank views the
client's business potential differently? Or, is it
because the credit manager has overlooked a certain
strength of the client in which the client should deserve
better facilities? After such a study, the credit manager
may improve the facilities to retain the client.
Conflicts between bankers and clients seldom happen
during a steady economy. The clients deserve whatever
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facilities they, obtain by presenting the strength their
business outlook or by putting their assets to the banks
as securities.
One point worth mentioning, in the year 1983 when
the property market suddenly dropped due to fear of 1997,
those small companies who obtained facilities by
mortgaging their real estate were forced by some bankers
to reduce or even to withdraw the facilities. A number of
companies were forced by their bankers to liquidate. From
the information we obtained, local banks were more
considerate during that instance. One American bank got a
bad name of having killed a lot of clients in 1983 and is
now trying hard to rebuild its reputation through




Hong Kong is a very fast moving and innovative
commercial city. The bankers are aggressive to expand
their commercial banking business. On the other hand, the
commercial clients have up-to-date knowledge about the
products and facilities different banks offer and able to
make the most suitable choice. Since the companies are
actively looking for bank facilities to assist their
business growth while the bankers are also actively
selling their services, the commercial companies could
generally obtain adequate banking support. Though a
comparison of this aspect with other foreign countries was
not done, it is understood that banking support in Hong
Kong is flexible in assisting our economic growth,
resembling our unique competitive characteristics of Hong
Kong.
Among various banking services, overdraft and
documentary credits are mostly required. Generous
overdraft facilities are difficult for-local companies to
obtain though growing companies are desperate for it.
FOREX services is of secondary importance in Hong Kong
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because most international trading is done in US$ which
has been positioned at 7.80.
In the old days, a lot of bankers maintain their
business by their exclusive group of commercial clients
obtained from headquarters referrals or personal
connections. This is not true anymore as aggressive
businessmen would look for second bankers for better
facilities and services. They would still keep their
first bankers but additional businesses would be
diversified to other banks.
The banks are aware of the competition and are
trying their best to retain their clients. A company
would look for a bank with advantages in the following
areas over other banks, which are also the areas where the
bank salesmen are selling their-services and facilities:
Pricing
Facility Type and Amount
Facility Restrictions
Auxiliary Products
Large banking corporation are more aggressive in
marketing. Their strong sales teams together with good
industrial knowledge of their particular target markets,
are key to their success in winning new clients. Large
banking corporations are usually equipped with
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sophisticated information systems to efficiently assist
them in prospect identification and credit assessment.
It is a very important monitoring exercise for the
credit managers to maintain their ongoing relationship
with their clients, in order to provide continuous quality
services, as well as protecting the banks from business
loss. In order to have a better understanding of .their
clients, it is necessary for the credit managers to keep**
close relationships with the directors of their clients
through various forms of entertainment.
A company with a stable business that does not
require extra. banking facilities normally stays with its
current banker. Otherwise, it will look for a second
banker for better facilities. This situation encourages
the bankers to continuously improve their services either
to retain their clients or to win new clients.
Competition among commercial banks contributes to
the growth of their clients and that is one of the major
factors for the economic growth of Hong Kong.
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APPENDIX I
LIST OF ORGANIZATIONS INTERVIEWED
Oracle Systems Hong Kong Ltd.1.
Computer Console Incorporated2.
Coats Viyella (China) Ltd.3.
Malcolm Traders Ltd.4.
Professional Computer Services Ltd.5.
Chee Fat Industrial Company6.







How did you obtain you clients?1.
How do you qualify your clients?2.
What range of banking services are you offering to3.
your clients?
How do you decide what facilities package you offer4
to a particular client?
How good is your relationship with your clients?5.





How did you choose you banker and why did you make1
such a choice?
What kind of banking services do you require?2.
How close is your relation with your banker?3.
Under what circumstances will you change your banker?4.
How flexible are the facilities your banker offers5.
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